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Discussion Topics

2007 Experience Study Findings2007 Experience Study Findings

7/1/07 Valuation Results7/1/07 Valuation Results

Long Term FundingLong Term Funding
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Actuarial Valuations
Best estimate of ultimate costsBest estimate of ultimate costs
Requires use of assumptionsRequires use of assumptions
–– When?When?
–– How much?How much?
–– How long?How long?

Assumptions should represent the Assumptions should represent the 
best estimate of future experiencebest estimate of future experience
Each assumption should be Each assumption should be 
individually reasonableindividually reasonable
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Experience Study
Periodic inPeriodic in--depth analysis of experiencedepth analysis of experience

Review actuarial methods Review current Review actuarial methods Review current 
assumptionsassumptions

–– How well did they model actual experience?How well did they model actual experience?
–– Should they continue to be used?Should they continue to be used?

Input from System and its advisors also      Input from System and its advisors also      
consideredconsidered

Professional judgmentProfessional judgment
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Actuarial Assumptions
No “correct” assumptionsNo “correct” assumptions
–– Blend of art and “science”Blend of art and “science”
–– Range of acceptable assumptionsRange of acceptable assumptions

Assumptions are long term estimatesAssumptions are long term estimates
–– Experience emerges short termExperience emerges short term
–– Year to year fluctuations expectedYear to year fluctuations expected

“Liability risk” associated with choice“Liability risk” associated with choice
of  assumptionsof  assumptions

Final decision resides with BoardFinal decision resides with Board
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 Actuarial Methods
Current method:  AggregateCurrent method:  Aggregate
–– Prefer Entry Age Normal MethodPrefer Entry Age Normal Method

Provides more informationProvides more information
Direct calculation of gain/lossDirect calculation of gain/loss
Identifies short/long term impact of Identifies short/long term impact of 
benefit changesbenefit changes

No change to asset valuation methodNo change to asset valuation method
–– Implemented in 2001Implemented in 2001
–– Acceptable methodAcceptable method
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 Economic Assumptions

Lower expectation for inflationLower expectation for inflation
Rate of returnRate of return
–– Dependent on asset allocationDependent on asset allocation
–– Developed reasonable range of Developed reasonable range of 

6.57% to 9.46%6.57% to 9.46%
–– 5050thth percentile:  7.35%percentile:  7.35%
–– Asset allocation in progressAsset allocation in progress
Wage growth about the sameWage growth about the same
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Summary of Economic
Assumption Recommendations

3.25%3.25%
0.75%0.75%
4.00%4.00%
4.00%4.00%

3.50%3.50%
0.50%0.50%
4.00%4.00%
4.00%4.00%

General Wage IncreaseGeneral Wage Increase
-- InflationInflation
-- ProductivityProductivity
-- TotalTotal

Postretirement EscalatorPostretirement Escalator

3.25%3.25%3.50%3.50%InflationInflation

8.00%*8.00%*8.00%8.00%Investment Return  Investment Return  
ProposedProposedCurrentCurrent

*Pending review after asset allocation study completed.



9
This work product was prepared solely for POR for the purposes described herein and may not be appropriate to use for other purposes.  
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. 

Summary of 
Demographic Assumptions

Increase accidental disability ratesIncrease accidental disability ratesAge BasedAge BasedDisabilityDisability

Increase rates and extend table to Increase rates and extend table to 
20 years20 years

Service BasedService BasedTermination of EmploymentTermination of Employment

RP 2000 Table RP 2000 Table -- generationalgenerational
set forward 5 yearsset forward 5 years

1983 GAM Table 1983 GAM Table 
set forward 5 yearsset forward 5 years

-- DisabledDisabled

RP 2000 Table RP 2000 Table -- generationalgenerational1983 GAM Table1983 GAM Table-- HealthyHealthy
MortalityMortality

Adjustments at ages 59 Adjustments at ages 59 -- 6161Age BasedAge BasedRetirement RatesRetirement Rates
Overall lower ratesOverall lower ratesService BasedService BasedSalary IncreasesSalary Increases

ProposedProposedCurrentCurrent
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POR Valuation Results
Rate of Return for FY07Rate of Return for FY07
–– Market:  14%Market:  14%
–– Actuarial:  13%Actuarial:  13%
–– Favorable experience recognized:  Favorable experience recognized:  

$12M$12M

Asset ValuesAsset Values
–– Market value:  $310MMarket value:  $310M
–– Actuarial Value:  $293MActuarial Value:  $293M
–– Deferred Gain:  $17.2MDeferred Gain:  $17.2M

Available to offset unfavorable Available to offset unfavorable 
experience in future or improve fundingexperience in future or improve funding
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Measurement of Liabilities
Present Value of Future Benefits

($506)

Actives
($265M)

52%

Inactives
($3M)

1%

Retirees
($238M)

47%
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Resources to Meet Liabilities of 
$506M

* Assuming 17% of Covered Payroll

Future 
Member 
Contrib

($41M) 8%

Valuation
Assets

($293M) 58%Shortfall
($97M) 19%

Future State
Contrib*

($75M) 15%
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Change in Contribution Rate
2006 Valuation

43.53%

2007 Valuation
45.84%

Investment Return
(2.60%)

All Other Experiences
(0.62%)

Contributions Below Act’l Rate
1.40%

New Assumptions
4.13%



14
This work product was prepared solely for POR for the purposes described herein and may not be appropriate to use for other purposes.  
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. 

Historical Contribution Rates
CONTRIBUTION RATE

45.84%

26 .35%

43 .53%44 .95% 45.09%

37.96%

33 .38%

26 .12%

23.18%

12 .57%
11.35%

16.10%17.25%

26 .35%26 .35% 26 .35%26.35%26 .35%26.35%26 .35%27.35% 26.35% 26 .35% 26 .35%
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Contribution Shortfall

17.00%17.00%17.00%17.00%17.00%17.00%17.00%17.00%17.00%17.00%17.00%17.00%Appropriated RateAppropriated Rate

$2.3$2.3$3.8$3.8$6.0$6.0$6.2$6.2$6.2$6.2$7.3$7.3Estimated Shortfalls (M)Estimated Shortfalls (M)
$32.8$32.8$33.0$33.0$32.5$32.5$33.3$33.3$36.2$36.2$37.3$37.3Expected Payroll (M)Expected Payroll (M)

7.03%7.03%11.61%11.61%18.60%18.60%18.74%18.74%17.18%17.18%19.49%19.49%ShortfallShortfall

24.03%24.03%28.61%28.61%35.60%35.60%35.74%35.74%34.18%34.18%36.49%36.49%State PortionState Portion
9.35%9.35%9.35%9.35%9.35%9.35%9.35%9.35%9.35%9.35%9.35%9.35%Less Member RateLess Member Rate

33.38%33.38%37.96%37.96%44.95%44.95%45.09%45.09%43.53%43.53%45.84%45.84%Total Contr. RateTotal Contr. Rate
200220022003200320042004200520052006200620072007
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Long Term Funding
Actuarial Contribution Rate - Employer
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Long Term Funding
Actuarial Contribution Rate - Employer

Proposed Increase
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Positive investment experience on both market 
and actuarial values
Actuarial assets < market value:  deferred gains
If only 17% is actually contributed by State, 
actuarial contribution rate will increase  
(without offsetting gains from elsewhere)
Long term cost of benefits is about 26% of pay 
and contributions are same
– Need additional contribution to cover underfunding
– Continually increasing contribution rate absent 

additional funding
– Longer you wait, the more it costs

Comments


